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In Nigeria, microfinance institutions (MFIs) have gained acceptance not only as important financial 
institutions but they are also being recognized for their economic and social contributions in the country. 
However, as financial institutions, MFIs are not invulnerable to problems. Like the other organizations, 
MFIs confront difficulties that affect their operations as well as performance. The literature reveals that 
there is not only limited research but also little information on the problems encountered by MFIs. This 
study attempts to investigate the problems faced by MFIs in Nigeria. By using questionnaire, the data was 
collected from 121 MFIs. Based on the analysis of the data gathered from the MFIs, the study detected a 
number of significant problems faced by these institutions. 





The lack of development in developing countries is often linked to inadequate sources of financing and 
poverty. Given this, more and more developing countries are depending on financial institutions such as 
microfinance institutions (MFIs) to narrow the financial gap as well as eradicate poverty by providing 
financial products and services to help the poor people in their countries.  
 
Since the MFIs were introduced in the 1980’s, their numbers have continued to increase in developing 
countries across the globe. However, the growth, performance and sustainability of the MFIs depend very 
much on their ability to manage their institutions effectively as well as efficiently. In terms of their 
performance, some MFIs have been outstanding successes while others have been dismal failures. In the 
case of successful MFIs, they are able to perform well because of their effective management and lending 
practices. On the contrary, the less successful MFIs do not perform due to misdirection, ineffective 
management as well as poor lending practices (Dunford, 2000; Ehigiamusoe, 2008; Lawson, 2008; 
Olanike & Adebola, 2014; Wheelen & Hunger, 2013; Yunus, 1998). 






The MFIs in Nigeria have been recognized and emphasized as an essential part of the financial system in 
the country. Nevertheless, as an important field of study, MFIs have not been able to attract much research 
attention. The limited research in this field of study has resulted not only in little knowledge about MFIs but 
also the lack of information concerning their true nature, particularly in terms of their strengths and 
weaknesses as financial institutions. 
 
Given the limited studies and lack of information, more focused research attempts need to be conducted 
in the area of MFIs. One important area of research would be to examine the problems faced by MFIs in 
Nigeria. Knowing as well as understanding the problems encountered by the MFIs is noteworthy because 
these problems may be hindering them from performing and   becoming successful financial institutions. 
More importantly, if these problems can be captured, then this information can also be very useful for 
developing more effective assistance programs to support the MFIs in Nigeria so that they can improve 
their performance as well as sustain their financial viability. 
 
As part of a larger research, this study examined the problems faced by MFIs operating in Nigeria. More 
specifically, the purpose of the study was to identify as well as provide some insights into the types of 




The definitions of the concepts of microfinance and microfinance institutions (MFIs) are not presented 
uniformly in the literature. Over the years, various different definitions have been documented in the 
literature. Microfinance institutions (MFIs) or also commonly known as microfinance banks are financial 
institutions established to provide micro credit (loans) and financing services to the poor or low income 
people as well as small businesses. These financial institutions are normally created and funded by 
non-profit organizations, government agencies, individuals, local community and large financial 
institutions. However, more recently, as the importance and potential of microfinance began to grow, 
more formal MFIs were established through funding from equity and debt (Lawson, 2008; Ngo, 2013; 
Singh, 2012; Tadele, 2013). 
According to the literature, the term microfinance is generally defined in two different ways. First, the 
term is defined as small loans or microloan (microcredit) offered to poor people or those individuals who 
have very low income or are self-employed. Second, the term refers to not only the small amount of loans 
given out but also includes the other services related to finance such as savings (deposits), insurance and 
fund transfers. Nevertheless, as far as research on microfinance is concerned, the review of previous 
studies seems to suggest that many of the past studies tend to consider microfinance as small amount of 
loans provided to the poor people (Al-Shami et al., 2014; Olanike & Adebola 2014). 
As far as their numbers are concerned, the more recent estimates from the World Bank indicated that there 
are more than 7,000 MFIs worldwide. In addition, these financial institutions served more than 16 million 





clients and provided a total of US$2.25 billion in loans as well as other financial services and assistance  
(Businessnewsdaily, 2013). 
Apart from the huge number of MFIs and their significant amount of loans, it is equally useful to know that 
there are also different types MFIs. For example, in Nigeria, there are five specific types of MFIs. The five 
types of MFIs operating in the country include; the micro banks owned by the local community, the 
private initiated MFIs, the government funded MFIs, the MFIs owned by the non-government 
organizations and the foreign owned MFIs. These MFIs differ from each other not only in terms of their 
nature and importance but also with regard to their ownership, capital structure, organizational 
characteristics as well as their lending practices (CBN, 2011) 
Just like the conventional banks, the performance as well as financial viability of MFIs depends very 
much on the effectiveness of their lending practices. For instance, in the case of MFIs, achieving both 
their social and financial objectives require them to adopt appropriate lending practices. Among the 
important microfinance lending practices include; group lending, individual lending, non-collateral, low 
interest rate, minimum processing fee, smaller installment amount and short term loan repayment period 
(Kodongo & Kendi, 2013). 
 
The literature also reveals that past studies have from time to time verified the existence and to some 
extent discovered the general weaknesses as well as problems faced by the MFIs. For instance, it has been 
reported that some MFIs in Nigeria were not managed according to the microfinance international best 
practice. As a result, this has caused the operating expenses among the MFIs to increase tremendously. 
Furthermore, it was also found that MFIs do not provide adequate training to their staff and clients. The 
lack of training has also affected the effectiveness of the management of the MFIs, particularly in the 
areas of planning, product development and marketing, loan tracking, monitoring and recovery as well as 
in enhancing customer relationships ( The Nigerian Microfinance Newsletter, 2008). 
 
In addition, low quality loan portfolio and loan delinquency have also been identified as problems 
confronted by the MFIs in Nigeria. It was reported that many MFIs were unable to perform or failed due 
to the poor quality of their loan portfolio. The loan portfolio referred to the total amount of loans provided 
and held by the MFIs. As financial institutions, MFIs need to build and maintain quality portfolio that 
provide income to them through interest earnings as well as the fees charged for the loans. Besides the 
poor quality of the portfolio, loan delinquency has also been determined as a major weakness among the 
MFIs. Delinquency results from the inability as well as the unwillingness of the borrowers to repay the 
loans that were disbursed to them by the MFIs (The Nigeria Microfinance Newsletter, 2008). 
  
Apart from the poor quality of portfolio and loan delinquency, there are no reliable and accurate sources 
of data on MFIs in Nigeria. The lack of data has often been a major constraint for not only the MFIs but 
also for researchers who attempt to study these financial institutions in Nigeria. According to Lawson 
(2008), the difficulty in obtaining the accurate data on MFIs is attributed to the high level of competition 
in the microfinance industry in Nigeria. Due to stiff competition among the MFIs, the stakeholders of 





these institutions are not willing to share information on the borrowing habits of their customers. The 
unwillingness and failure to share the information among the MFIs have to a certain degree affected the 
financial viability of these institutions, particularly in terms of their ability to verify loan applications, 
avoid fraudulent borrowers as well as improve their loan application process.   
 
More recently, Ehigiamusoe (2012) identified at least seven more challenges faced by MFIs in Nigeria. 
Among the seven challenges included; more emphasis on profit making, high operating expenses, loan 
delinquency, lack of experience staff working in MFIs, inadequate funds to provide more loans to 
borrowers, lack of internal control resulted in fraudulent practices among the staff of MFIs and high risks 





This study involves microfinance institutions (MFIs) operating in the financial industry in Nigeria. The 
2005 Central Bank of Nigeria (CBN) Directory indicated that there were 872 licensed MFIs in the country. 
These MFIs are located in 37 states in Nigeria. The listing of the MFIs obtained from the CBN Directory 
was used as the sampling frame of this study.  
 
The data was collected by using questionnaires. The questionnaire used in this study comprised three 
sections. In the first section, nine items were used to generate information regarding the background of 
the respondents. The items in section two attempt to collect information concerning the characteristics of 
the MFIs. In section three, the respondents were asked to list at least five most pressing problems that 
their organizations faced.  
 
The questionnaires were mailed to the Managing Directors/Chief Executive Officer (CEOs), General 
Managers and Senior Managers of the MFIs located in the 37 states in Nigeria. Of the total of 872 MFIs, 
only 121 MFIs located in 26 states completed and returned the questionnaires. The response rate of the 




Profile of the Respondents  
In terms of the positions of the respondents involved in the study, 58 were General Managers, the other 47 
were Senior Managers and the remaining 16 were Managing Directors and Chief Executive Officers of 
the MFIs. Table 1 presents the general profile of the 121 respondents that participated in the study.  
 
As shown in Table 1, of the total of 121 respondents, 90 respondents (74.4%) were male and the 
remaining 31 respondents (25.6%) were female. With regard to their age, 52 respondents (43%) reported 





that they were between the age of 30 and 40 years old, another 52 respondents indicated that they were 
between 41 to 50 years old and the remaining 17 respondents (14 percent) were between 51 and 60 years 
old.  
 
As for the ethnicity of the 121 respondents, 25 of them (20.7%) revealed that they were from the Hausa 
tribe, another 44 respondents (36.4%) disclosed that they were from the Yoruba tribe, the other 28 
respondents (23.1%) indicated they were members of the Igbo tribe and the remaining 24 respondents 
(19.8%) represented the other minority tribes.  
 
In terms of their academic qualifications, 51 of the total of 121 respondents in the study reported having a 
bachelor degree, the other 41 respondents indicated that they had obtained a master degree and the 
remaining 29 respondents attained a diploma. 
 
Table 1 Profile of the Respondents 
Profile of the Respondents Frequency Percentage (%) 
Gender: 
   Male 
   Female 
Age: 
   30-40 years old 
   41-50 years old 
   51-60 years old 
Ethnicity: 
   Hausa 
   Yoruba 
   Igbo 
   Other tribes 
Level of Education: 
   Master degree 
   Bachelor degree 




































Problems Faced by the MFIs 
 
Analysis of the responses from the 121 respondents in the study shows that the MFIs faced at least 12 
pressing problems. Table 2 below lists as well as ranks the 12 problems according to their frequency and 
percentage. As presented in Table 2, 24 respondents revealed that lack of access to electricity supply as 





obstacle to their business operation. Following this, another 23 respondents disclosed that their 
institutions have experienced limited supervision and loan defaults. Next, the other 17 respondents 
indicated that unsustainable intervention programs have affected their institutions. This is followed by 
another 14 respondents that reported insufficient cheap funds have restricted their funding activities. 
Another 13 respondents unveil lack of awareness and poor regulatory enforcement as barrier to their 
institutions. Seven respondents pointed out that their problem is related to the gap in communication and 
low awareness of MFIs among the society. The other seven respondents cited the lack of banking 
experience among the poor and low income class has restricted their lending ability. Another six 
respondents considered high operating cost as limitation to their loan disbursements. Four respondents 
indicated low literacy rate among the population has affected the accessibility of the loans provided by 
the MFIs. However, the other four respondents were concerned that the MFIs do not have sufficient donor 
funding, loan and equity. The problem related to limited standardized reporting and performance 
monitoring system was also mentioned by the respondents. The remaining two respondents complained 
about the lack of good roads and transportation system as obstacles to the MFIs. 
Table 2 Most Pressing Problems Faced by MFIs 
Problems Faced by MFIs Frequency Percentage (%) 
Lack of access to electricity supply  
Inadequate  supervision and loan defaults 
Unsustainable intervention programs 
Insufficient cheap funds 
Low public awareness and poor regulatory enforcement 
Gap in communication and low awareness in society 
Lack of banking experience among poor and low income class 
High operating cost 
Low literacy rate among the population 
Insufficient donor funding, loan and equity 
Limited standardized reporting and performance monitoring system 



























Accordingly, the following section explains briefly the nature of the 12 problems as reported by the 121 
respondents in the study. 
 
1. Lack of access to electricity supply 
  
The results indicate that of the 12 problems identified in the study, the lack of access to electricity supply appeared 
to be the most common and pressing problem faced by MFIs in Nigeria. This is probably due to the shortage of 
electricity supply in the country. The current electricity supply in Nigeria is as low as 1,327 megawatts (MW). 
However, the average usage of electricity amounted to 10,000MW. Furthermore, of the 23 power plants stations in 





the country, only five stations are able to generate electricity (Udo, 2015). Given the shortage in the supply of 
electricity, MFIs are required to buy their own power generators to provide the electricity that they needed for 
running their offices and business operations. 
 
2. Inadequate supervision and loans default 
 
Inadequate supervision such as the internal control of transactions has contributed to the increase in the number of 
loan defaults among the MFIs. In addition, according to the respondents in the study, the lack of supervision as well 
as control in operational procedures has affected not only their loan disbursement and repayment but also in some 
cases resulted in fraudulent practices among the staff of the MFIs.   
 
3. Unsustainable intervention programmes 
 
As financial institutions, MFIs generally have limited source of funding. As such, they need financial assistance to 
expand their lending activities. The MFIs in Nigeria are mainly supported by the government, large companies as 
well as non-government organizations. However, the amount and types of assistance provided to MFIs are not only 
limited but also meant for only a short period of time. 
4. Insufficient cheap funds 
 
Another pressing problem faced by MFIs in Nigeria is lack of access to cheap funds. Given the insufficient funds 
and the need to expand their lending activities, MFIs are forced to borrow additional funds from conventional 
banks. However, borrowing from the banks is very costly for the MFIs. The commercial banks charge the MFIs an 
interest rate of 22% per annum for their loans (CBN, 2016).  
 
 
5. Low public awareness and regulations 
 
Low public awareness and regulatory enforcement have also affected the performance of MFIs in Nigeria. 
According to the study, there are certain segments of the population in the country that are still not familiar with the 
types of financial products and services provided by the MFIs. In addition, the introduction of regulations has also 
limited the lending ability of the MFIs. For instance, according to the regulations, some MFIs are not allowed to 
accept cash deposit from their customers. This restriction has affected the liquidity of these financial institutions. 
 
6. Communication gap and inadequate awareness in the society 
 
The respondents in the study indicated that the level of awareness of the MFIs among the people in the society has 
been affected by the communication gap between them and the society in which they operated. The communication 
gap may be due to the different languages used in the local context. Nigeria has more than 70 local languages. 





Despite these many languages, the MFIs mainly adopted English as their medium to communicate and promote 
their financial products and services. 
 
7. Lack of banking experience among poor and low income earners 
 
The MFIs have difficulty in promoting their financial products and services to the poor and low income earners in the 
rural areas due to their lack of banking experience. Furthermore, the people in the rural areas are used to the 
traditional way of borrowing money. They prefer the traditional way because it involves borrowing money from 
people that they know and trust such as their friends and relatives.   
 
8. High operating cost 
 
In the study, the respondents identified factors such as frequent transaction with widely dispersed customers, 
inefficient operations and increase expenses have contributed to their high operating cost. With higher operating 





9. Low literacy among the population 
 
According to the study, low literacy among the population has also influenced the demand for the financial 
products and services of the MFIs. In general, people who are not able to read and write prefer simplicity and they 
are more likely to borrow money from their relatives and friends instead of applying loans from the MFIs.  
 
10. Lack of donor funding, loan and equity 
 
The MFIs provided loans to their customer by using several sources of funding. The sources include; their 
customers’ savings or deposits, funds from donors, government grants, debt and equity. However, due to the lack of 
funding from these sources, the MFIs are not able to expand their lending activities.  
 
11. Lack of standardized reporting and performance monitoring system 
 
Lack of standardized accounting reporting and performance monitoring system has also been identified as a 
limitation in the study. As financial institutions, the MFIs need to adopt a standard accounting reporting and 
performance monitoring system in order to keep track of their financial transactions as well as monitor their 
performance.  
 
12. Lack of good roads and transportation system 






Lack of infrastructure such as roads and transportation system has also affected the operations of the MFIs. The 
respondents indicated that good roads are needed to link their institutions with their customers in the urban as well 
as rural areas across the country. It has been reported that about one third of the network of roads in Nigeria needs 
to be rebuilt.  
 
DISCUSSION AND CONCLUSION 
The study reported in this paper attempted to examine the problems faced by microfinance institutions 
(MFIs) operating in Nigeria. Based on the analysis of data collected from 121 MFIs, the study was able to 
detect 12 types of problems encountered by the MFIs in Nigeria. The 12 problems confronted by the 
MFIs as identified in the study involved internal as well as external factors that appear to affect not only 
the operations of the MFIs but also their performance. 
 
The identification and understanding of these problems provide the first step toward positive management 
of MFIs. For the owners and managers of the MFIs, knowing and understanding the problems faced by 
their institutions would not only make them more aware of what needs to be done, but would also assist 
them in seeking the information as well as identifying the skills, knowledge, talents and attitudes that are 
needed to overcome the problems. More importantly, by overcoming the problems identified in the study, 
MFIs would be able to improve their efficiency and effectiveness.   
 
Furthermore, the information on the problems encountered by the MFIs is also useful for the government. 
In particular, the government could use this information to develop and implement more appropriate, 
focused and effective assistance programs to help MFIs, particularly those relating to the financial and 
training programs.  
 
Lastly, since the study reported in this paper is limited to identifying and describing the problems faced 
by MFIs, future research should attempt to move toward examining the best practices of these financial 
institutions as well as investigate the extent to which the practices are able to improve their performance 
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